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NEPAL KEY ECONOMIC INDICATORS 


All values in US$ million and for end of Exchange Rate: 

period unless otherwise stated. US$1.00 = N.Rs. 12.50 
NEPAL FISCAL YEAR FY77/78 
Mid-July to mid-July h Embassy 


FY75/76 FY76/77 Change _ Projection 
INCOME & PRODUCTION 


GDP at current prices (est.) 1,290e 1,3lle 1.6 1,470 
GDP at constant FY 1965 prices (est.) 585e 589e 0.7 600 
Per capita GDP, current prices 99 98e -0.5 108 
Agricultural production (000 MT) 

Foodgrains 3,907 3,693 -5.5 3,700 
Cash Crops 666 691 3.8 700 
Government Budget 153.4 189.7 24 222.3 

Regular (54.0) (68.9) 28 (76.2) 
Development (99.1) (120.8) 22 (146.1) 
MONEY & PRICES 
Money Supply 116.2 157 .8* 33 181.0 
Interest rates 
Central Bank (treasury bills) 4.0 4.0 ~ 4.0 
Commercial Bank (prime) 15.0 11.0 -27 11.0 
Commercial Bank (average) 18.0 14.0 -22 14.0 
Retail price index (1972/73 = 100) 139.3 140.5 0.9 154.5 
BALANCE OF PAYMENTS & TRADE 
Gold and convertible currency reserves+ 122.7 147 .0** 33 142.0 
Indian currency reservest+ 26.9 31.0%** 19 30.0 
External public debt outstanding 38.2 53.5e 40 98.3 
Annual external debt service 0.9 2.4 167 4.4 
Balance of payments (basic balance) 23.3 31.4 34 20.0 
Balance of trade -63.6 -65.4e -3 -85.0 
Exports, FOB 94.9r 94 .le -0.8 90.0 
Overseas Exports, FOB 24.9r 29.3e 18 30.0 
U.S. share 4.4r 5.0e aS 6.0 
Imports, CIF 158.5r 159.5e 0.6 175.0 
Overseas, Imports CIF 57.8r 42.6e -26 52.0 
U.S. share 3.9r 4.0e 26 4.5 
Overseas tourist arrivals 80,822 96,000e 17.5 105,000 


Main imports from U.S. (FY1975/76): Insecticides $1.9, Food $0.47, Machinery $0.46. 


e Embassy Estimates 

* As of mid-May, 1977 (percentage change over previous 12 months) 
** As of mid-April 1977(percentage change over previous 12 months) 
r Revised figures 

+ Official plus commercial bank holdings 


SUMMARY 


Shackled by an overwhelming dependence on traditional agriculture, 
relative lack of natural resources, and extraordinary geographic 
disadvantages, Nepal's economy has been showing little progress. 
A decrease in agricultural production during the past year re- 
sulted in stagnation in the overall economy despite some modest 
improvements in other sectors. With population growing at an 
annual rate of 2.5 percent, this implied a decrease in real per 
capita income. The Government of Nepal, with substantial foreign 
assistance, continues to expand its development activities. These 
efforts have not yet had much impact in increasing productivity, 
but a good deal has been accomplished in the development of in- 
frastructure, and some laborious progress is being made in social 
sectors such as education and health. After two years of rela- 
tive price stability there are signs that inflation may again 
become a serious problem. Tourism is the one really bright spot 
in the economic scene with tourist spending jumping by 50% to 
well over $20 million dollars in the past year. In contrast to 
the sluggish performance of the internal economy, Nepal's exter- 
nal financial condition is in very good shape. Gold and foreign 
exchange reserves (including Indian rupees) reached a record high 
of 178 million dollars as of April 1977, a 30% increase over the 
previous 12 months. 


The role of foreign aid in Nepal's development is growing both 

in value and the number of donors. In addition to rapidly ex- 
panding programs by both multilateral and bilateral donors - most 
notably the World Bank - there are several newcomers on the scene, 
notably Kuwait and Saudi Arabia. Total grants and concessional 
loans to Nepal may exceed 70 million dollars in the coming year. 


The best opportunities for U.S. business in Nepal are related to 
foreign aid financed projects in the hydropower, irrigation, and 
transportation sectors. Investment possibilities also exist in 
mining, tourism and forestry products. The Government of Nepal 
warmly encourages foreign investment. END OF SUMMARY. 











CURRENT ECONOMIC SITUATION AND TRENDS 


Production 


Agriculture accounts for around two-thirds of Nepal's gross 
domestic product, and employs over 90% of the population of 
some 13.3 million. Thus a decrease in agricultural output 

due to less-than-ideal weather conditions during the past 

year resulted in the overall economy showing no real growth 
for the period (Nepalese fiscal year: July 76 - July 77). 

With a population growth rate of 2.5%, this meant a decline 

in real per capita income in spite of modest gains in other 
sectors of the economy. In particular, production of rice 

- by far the most important staple crop ( over 60% of total 
foodgrains) - was estimated at 2.4 million metric tons, down 
8% from the previous year's all-time high,while wheat was 

down by 6.5%. Of the principal foodgrains, only the maize 
harvest increased, by 5%. The result for cash crops 
(chiefly jute, sugarcane, oilseeds and potatoes) was mixed 

at best, but involves only a limited element of the popula- 
tion and economy in any event. While this performance of 

the agricultural sector did not constitute a crisis in itself 
- historically it was still one of the better years on record - 
it did result in a further erosion of Nepal's modest exportable 
foodgrain surplus and underlined the precariousness of her Red 
Queen's race against population growth. 


Activity in the tiny industrial sector was rather more en- 
couraging. Production of jute goods - a key export item - 
was up 15%, and that of sugar by over half. Output from 
Nepal's single cement plant increased by 70% in the first 
nine months of the year, to 31 thousand m.t.. The production 
of cotton textiles has become a new if still very modest el- 
ement in Nepal's industrial scene, with one mill in operation 
and a second soon to begin. 


Developments in the coming year will depend, as always, pri- 
marily on agricultural performance. The behavior of the 
monsoon rains so far this year has not been very encouraging. 
The monsoon arrived a bit late and has been weak in some parts 
of the southern plains in particular. If the rainfall pattern 





improves before the end of the season, overall production for 
the country as a whole may still be adequate, but a very real 
possibility exists of a further decline in aggregate output. 
In the longer term, prospects are bleak in any event. There 
is virtually no scope for much more expansion of acreage, and 
significant productivity gains are unlikely in the context of 
the present limited usage of fertilizer and irrigation facil- 
ities. Several major irrigation projects under development 
in the "rice-bowl" region of the southern plains should help 
to increase productivity in that area to some extent within 
the next few years, but at best will not contribute directly 
to solving the problem of subsistence farming and unemploy- 
ment in the mountain regions where two-thirds of the popu- 
lation live. In the meantime, growth in the industrial and 
services sectors of the economy cannot possibly absorb more 
than a small fraction of the population increase of a third 
of a million per year. 


Development Activities 


The Government of Nepal, with substantial assistance from a 
host of foreign aid donors, continues to expand its develop- 
mental activities. Development program spending in the FY 
1977/78 budget announced in July constituted over two-thirds 
of the total of $247 million. However, the largely subsis- 
tence nature of the economy, scarcity of easily exploitable 
natural resources and intractible and deep-rooted socio- 
economic obstacles combine to frustrate self-sustaining 
economic growth. The most visible accomplishments to date 
have been in the development of infrastructure such as roads, 
communications and hydropower. However such progress has af- 
fected only a small fraction of the population and has had 
little relevance to the fundamental challenge of raising 
agriculture above the subsistence level. 


The social sector has shown some modest but encouraging 
gains. Estimated nominal literacy has reached almost 202 

as compared to around 3% a generation ago. Laborious ef- 
forts to extend minimal health services into the rural areas 
are constrained by inadequate manpower, meager financial re- 
sources, and the rugged geography of the country, but in 
comparison to the virtual non-existence of such services not 
many years ago significant progress had been made. During 








the past year Nepal was declared to be free of smallpox, and the 
campaign to control malaria continues. 


Prices 


The limited areas of the country's economy which are monetized - 
chiefly Kathmandu Valley and the region along the Indian border - 
experienced relative price stability during the past year. This 
was due primarily to conditions in India, which largely dictate 
price behavior in Nepal. The Kathmandu retail price index average 
for the year was only slightly higher than the average for the 
previous year. However, the July to July increase was over 11%, 
reflecting both upward price movements in India and effects of 
the reduced agricultural harvest. In addition, the relatively 
moderate increase in the overall index masks some very sharp 

jumps in the cost of cooking oil, vegetables and pulses which 
have caused considerable discontent among urban dwellers. A 
current explosive expansion in money supply is also cause for 
concern. 


Tourism 


Tourism is the only really buoyant sector in the economy. Estimated 
overseas (non-Indian) tourist arrivals in 1976/77 were 96,000, al- 
most a 20% increase over the previous year. Even more importantly, 
the relative proportion of high-budget tourists is increasing, as 

is their average length of stay. Thus tourist spending surged by 
some 50% to well over $20 million. 


Trade and Balance of Payments 


In contrast to the indifferent behavior of the internal economy, 
Nepal's external trade and payments situation during the past year 
was quite satisfactory. In spite of substantially reduced volume 
and pricing of rice exports to India, overall estimated exports 

of $94 million held to the same level as the previous year, while 
imports increased only marginally to an estimated $159 million. 
The trade deficit of some $65 million was thus almost unchanged 
from 1975/76 deficit. Losses on exports to India were compensated 
for by an 18% increase in exports to third countries, while India 
significantly increased its share in Nepal's imports, from 64% in 
1975/76 to 73% in 1976/77. 


Nepal's single most important export earner is rice, followed 
by jute and jute goods. Timber and various secondary agri- 
cultural items are also significant. Earnings from handi- 
craft items such as carpets, artistic castings, etc. are 
growing rapidly, but are still small in absolute terms i.e. 
under $3 million. Leading imports include petroleum products, 
textiles, construction materials and commercial vehicles. India 
remains Nepal's primary trading partner by far, although trade 
relations with the rest of the world have been assuming signi- 
ficantly greater proportions during the past several years. 
Formal negotiations with India for a new bilateral trade and 
transit treaty broke down in September of 1976, chiefly over 
disagreements concerning transit facilities through India for 
Nepal's third country trade. However normal trade and transit 
activities have continued under the terms of the old expired 
treaty. Low-key negotiations were soon resumed, and the new 
agreement will most likely be finalized before the end of this 
year. 


In spite of the temporary pause in the widening of the trade 
deficit last year it is destined to continue to grow in the 
future as imports, stimulated by development programs, keep 
growing while the prospects for overall export growth are 
virtually nil. In the meantime, however, net earnings from 
invisible transactions continue to soar, paced last year by 
an increase by 50% in tourist receipts and by a third in 
British Gurkha remittances. 


With the resultant comfortable balance of payments surplus, 
gold and foreign exchange reserves (official plus commercial 
bank) as of May 1977 had reached an all time high of $178 
million (including $13 million worth of Indian rupees.) 


The Government of Nepal has traditionally made a point of 
insulating Indian currency transactions from convertible 
currency transactions. It is now beginning to relax this 
policy in view of the growing "overhang" in convertible 
currency reserves. Nepal has terminated a revolving credit 
arrangement with the Reserve Bank of India for financing 
Indian rupee deficits in favor of buying Indian rupees 
with convertible currency when necessary. There are also 
signs that the government intends to liberalize its import 
policy in the coming year in an effort to make better use 
of accumulating foreign exchange reserves. 








Foreign Aid 


Because of Nepal's status as a "“least-developed country," its 
relative lack of natural resources, and largely subsistence 
economy, foreign economic assistance has been of great impor- 
tance to the country ever since serious development efforts 
began in the early 1950's. An increasing capacity for do- 
mestic resource mobilization over the years had slowly re- 
duced the component of foreign grants and concessional loans 
in the government's development budget to about 40%; however 
the growing scope and ambition of development projects is now 
reversing that trend. The aid component in the 1977/78 budget 
is over 50Z, due in particular to the implementation of major 
loan projects in road-building, hydropower, irrigation and 
industry. The role of multilateral donors, particularly the 
World Bank, the Asian Development Bank, and various United 
Nations Agencies is growing in importance; however tradi- 
tional major bilateral donors such as India, the United 
States, Britain and West Germany continue to play a role, 
with programs running from $5 to $12 million annually. 


A number of other nations, including Japan, Switzerland, 
Canada and many others are maintaining or substantially 
increasing their contributions. Of particular note is the 
appearance on the aid scene of the oil-rich nations. Kuwait 
was the first, with a $17.5 million loan for a hydroelectric 
project some two years ago. During the past year OPEC pro- 
vided a $4 million loan, and Saudi Arabia one of $30 million. 
The total value of grants and loan disbursements (not in- 
cluding the additional very substantial cost of advisors and 
technicians) in 1976/77 is estimated at $47 million, up from 
$40 million the previous year. Due in particular to an ac- 
celeration in the implementation of multi-lateral financed 
loan projects, this figure may jump to as much as $70 million 
or more in the coming year. 


Implications for the United States 


With its small population, undeveloped economy and geographic 
remoteness, Nepal manifestly is not destined to become a major 
market for U.S. goods and services. Nevertheless significant 
opportunities are growing in certain specialized fields. Of 
particular relevance are the major development projects financed 


by the World Bank/IDA and by the Asian Development Bank. These 
projects are growing in number and in value, and offer substan- 
tial opportunities for consultancy, contracting, and equipment 
sales. Among such projects are the $45 million Hetauda Cement 
Plant (ADB), a $10 million Kathmandu airport upgrading (ADB), 

a $14 million telecommunications expansion (IDA), the $70 mil- 
lion Kankai hydroelectric/irrigation project, and a $17 million 
IDA loan for road construction and maintenance. In some cases, 
such as road-building or irrigation projects, the scope may not 
be sufficiently complex to enable U.S. contractors to compete 
successfully against local and regional firms but the project 
nevertheless Creates opportunities for equipment sales. To take 
advantage of such sales opportunities the services of a good 
local agent would be most useful. Unfortunately the number 

of experienced and competent agency candidates is not large, 

so interested U.S. firms are also urged to make full use of 

the commercial information services of the U.S. Department 

of Commerce for news of opportunities. 


Aside from a few hundred thousand dollars of private capital 
in some tourist facilities, there is no U.S. investment in 
Nepal. This is largely due to problems of geographic location 
and to the relative lack of obvious exploitable opportunities. 
Mineral surveys have identified a few commercial deposits, in- 
cluding magnesite, lead/zinc, and copper, but further potential 
is still not well-defined. Another investment possibility is 
for properly-managed exploitation of the southern forests of 
the country for wood and paper products. The enormous hydro- 
electric potential of Nepal (estimated at 80,000 m.w.) sug- 
gests interesting possibilities for highly energy-intensive 
industries but development of this potential is proceeding 
very slowly, and it will be many years before really large 
amounts of power became available. Tourism still offers some 
opportunities, particularly for the development of new areas 
and facilities outside the Kathmandu Valley. Recognizing the 
country's need for foreign capital and management expertise, 
the Government of Nepal maintains a quite liberal foreign 
investment policy. Up to 100% foreign ownership is permitted 
under certain conditions, and a variety of tax concessions 

and other incentives are offered. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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The 18th edition of this popular business aid is now in preparation. 


Status reports on the activity — shipments, employment, major develop- 
ments, trends — for more than 200 industries. Includes year-ahead 
and 5-year forecasts for each. 


A handy compilation of statistics researched and analyzed by 100 
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Over 500 pages of facts and forecasts for under $10. 
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Fill out and mail the coupon below to be notified when the new edition is available. 
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